This study focuses on providing empirical evidence on explanation of alternate dividend theories and determinants of payout policies by examining the GCC market. The study explores the financial determinants of the dividend payout policies by examining 646 dividend intensive firms of the GCC. The results suggest that large firms in GCC tends to have larger retained cash flows and tend to have higher dividend intensity. It can be implied that GCC based firms adopt a balanced and cautious approach regarding future growth opportunities as well as the dividend payout policy. Higher the liquidity and profitability signals higher dividend intensity. GCC firms which are liquid and profitable tend to pay more dividends. GCC firms with higher market valuation tend to pay more dividends. Firms with high growth rates of earnings and assets tend to pay less dividends. Firms with high leverage are riskier and risky firms tend to pay less dividends.
INTRODUCTION
It is a known fact that companies which pay out regularly to shareholders from earnings convey a powerful message about the future prospects of the company. A firm's willingness and ability for dividend payment reflects the nature of the fundamentals of the companies. Typically mature companies pay dividends. The three major pillars of decision making in corporate finance are the investment, financing and dividend decisions. For value maximization a firm must invest in projects that earn a return greater than the minimum acceptable hurdle rate. The dividend principle states that if there are not enough investment opportunities, then ideally a firm should return the cash to the stock holders. The forms of returns i.e. dividends and stock buybacks will depend on the stockholder's characteristics. Studies have shown that dividends have made up the lion's share of an investor's total return. Professor Jeremy Siegel's study based over a century had found out that roughly three quarters of the real return from stock market came from dividends with only one quarter from capital gains. 1 One of the advantages of dividends is that they provide investors with consistent realized income on a quarterly basis. Capital gains are not realized until the shares are not actually sold. Moreover, capital gains can disappear by the drop in stock price. Dividends may also have tax advantages. In essence dividends are distributions of a portion of a firm's earnings to its shareholders. Dividends also provide a way for investors to assess a firm as an investment prospect. In its years of high growth, Microsoft paid no dividends but reinvested all earnings to fuel further growth. But when growth slowed down from the unprecedented rate, the company started to return back to the shareholders in the form of dividends and buybacks. Apple started paying dividends only in 2012.
Generally, there are three schools of thought on dividend policy. The dividend irrelevance theory proposed by Miller and Modigliani suggest that dividends do not affect the firm value. This theory is based on the assumption that dividends is not a tax disadvantage for an investor and firms can raise funds in capital markets for new investments without much issuance costs. The second school of thought proposes that dividends are bad as they have a tax disadvantage for average shareholder and hence value of firm decreases when dividends are paid. Dividends create a tax disadvantage for investors who receive them when they are taxed much more heavily than price appreciation (capital gains). In such a scenario, dividend payments will reduce the returns to the shareholders after personal taxes. The third school of thought proposes that dividends can increase the value of the firm. Investors usually prefer dividends to capital gains since dividends are certain and capital gains are not. Investors who are risk averse prefer dividends. Investors often invest in stocks of companies with dividend policies which match their preferences. This pattern of clustering stocks in companies is called client effect. Dividends also convey signals to stock markets. Event studies provide empirical evidence regarding price reactions to dividend increases The third school of thought states that dividends are good and can increase the value of the firm. Investors prefer dividends to capital gains since dividends are certain and capital gains are not. Risk averse investors will therefore prefer dividends. The clientele effect suggests that stockholders tend to invest in firms whose dividend policies match their preferences. This clustering of stocks in companies with dividend policies that match their preferences is called the client effect. Dividends also operate as an information signal to financial markets. The empirical evidence concerning price reactions to dividend increases and decreases is consistent at least on average with this signaling theory.
OBJECTIVES OF THE STUDY
This study aims to provide empirical evidence on explanation of alternate dividend theories and determinants of payout policies by examining the GCC market. The study focuses on explaining the financial determinants of the dividend payout policies by examining the dividend intensive firms of the GCC Countries.
THEORETICAL POSTULATES
The residual theory of dividends postulates a negative relationship between dividend payout and external financing costs. The dividend decisions of firms are influenced by the investment policy of the firms. The residual theory is built with the assumption that firms which experience higher revenue growth have higher capital investment expenditures. Such firms tend to reinvest earnings back into the firm rather than paying dividends. In other words, on account of costly external financing, firms tend to establish lower dividend payout. If managers expect higher growth rate of revenues in future, then the firm is most likely to retain funds for future capital expenditures by lowering the dividend payout. The residual theory further affirms that a company would pay dividends only when its internally generated funds are not completely used for investment purposes. Firms which have high growth rates have large investment requirements. The pecking order theory hypothesizes that the growth firms should be characterized by low payout ratios. The variability in capital structure indicates that a company will have greater accessibility to capital markets as the firm will be able to switch between debt and equity and take advantage of lower transaction costs. This flexibility facilitates the firms with ability to pay more stable and higher dividends. Hence a positive relationship between dividend payout and capital structure variability is expected.
One of the main explanation in literature for dividend payouts is the mitigation of agency problems between managers and shareholders. Payouts tend to lower retained earnings and forces managers to access the external capital markets to finance new projects. The external financial markets play a disciplining and monitoring role that presumably reduces managers' incentives to engage in empire-building activities.
Dividends can be used as a means to reduce agency costs. This hypothesis holds when the outside shareholder's equity ownership is large compared to insider promoter's shareholding. It can be hypothesized that firms pay higher dividends in order to reduce agency costs. Outside shareholders demand more dividends. Thus dividend payout is positively related to the percentage of ownership of outside shareholders in the firm. In other words, the dividend payout will be negatively related to the percentage of stocks held by investors. Agency problems are also likely to be more severe when a firm has excess cash, which increases the pressure on managers to pay dividends.
Signaling theory suggest that dividend payments signals information about the current or future level of earnings. In this context stability of cash flows can be related to dividend payout. An inverse relationship between cash flow variance and dividend payout ratio can be expected. Relationship between financial slack and dividend payout can also be expected. Firms tend to increase their financial slack in order to maintain their ability to undertake profitable investments thereby reducing dividend payments. Financial slack is expected to be inversely related to dividend payout ratio. Another critical determinant of dividend decision is liquidity. Firms with higher cash flows tend to distribute higher cash dividends in order to reduce agency costs. Profitability is also a factor affecting dividend decisions. Higher the profitability of companies, greater would be the propensity to give dividends. Higher measure of beta signals higher operating and financial leverage. Firms with higher fixed charges like interest payments pay lower dividends in order to avoid the cost of external financing. Internal financing through retained earnings are less costly compared to external financing.
REVIEW OF LITERATURE
Lintner (1956) suggests that firms have target payout ratios and adjust dividends to earnings with a lag. The study finds three consistent patterns. Firstly, the firms set target dividend payout ratios by determining the fraction of earnings which would be paid out as dividends in long term. Secondly they change dividends to match long term and sustainable shifts in earnings. Thirdly the study finds that managers are much more concerned about changes in dividends than about the level of dividends. Fama and Baiak (1968) confirmed Linter's findings that dividend changes tend to follow earnings changes. Miller and Modigliani (1961) establish the irrelevance of dividend policy in a perfect capital market. The study finds that dividend policy is irrelevant in valuing the current worth of shares in the context of irrational assumptions, market perfections, zero transaction costs and indifferent behavior of investors. Higgins (1972) employs a model which utilizes the firm's cash flow constraint and its optimal debt equity ratio to derive an expression which relates dividends to profits and investment. The Higgin model suggests that the optimal payout is a function of residual dividend policy combined with the minimization of the sum of the costs of "excessive current assets" and the costs of external equity financing. This study also suggests that the dividend payout of firms is influenced by factors like the fund requirement for investment purposes and debt financing requirements. Fama (1974) finds support for the fact that investment influences dividend policy. Miller and Scholes (1978) present sufficient conditions for taxable investors to be indifferent to dividends despite tax differentials in favor of capital gains. Macabe (1979) suggests that new long term debt have a negative influence on the dividend policy. Rozeff (1982) suggest that investment policy influences dividend policy. The study suggests that agency costs decline as dividend payout is increased but at the same time the transaction costs of financing increases. In such a case an optimum cost can be derived at a lower dividend payout ratio. The model results of the study suggest that dividend payout is negatively related to the firm's past and expected future growth rate of sales, beta coefficient, percentage of stock held by insiders and significantly positively related to the number of stock holders. Rozeff (1982) uses the equity beta to proxy for the cost of external financing. Firms use debt more frequently than equity when raising external capital. It can be hypothesized that other things equal, a firm having higher operating and financial leverage will choose a lower dividend payout policy in order to minimize the cost of external financing. Hence dividend payout ratio is negatively related to the firm's beta coefficient. Firm size measured as the log of total assets can be used as proxy for the cost of external debt financing. A positive relationship is expected between size and dividend payout since large firms face lower issuing costs. The pecking order advocated by Myers and Majluf (1984) hypotheses that growth firms should be characterized by low payout ratios.
The study by Kasim et al (1993) finds strong support for the transaction cost/residual theory of dividends, pecking order argument and role of dividends in mitigating agency problems. The study also finds that firms with financial flexibility that maintain stable dividends pay higher dividends.
The tax clientele argument postulated by studies like Elton and Gruber (1970), Litzenberger and Ramaswamy (1979), Brennan (1990) , DeAngelo and Masulis (1980) , that investors in low tax brackets prefer high dividend paying stocks when compared to investors in high tax brackets. Study by Sterk and Vandenberg (1990) find a preference for cash dividends despite the elimination of different tax rates between capital gains and dividend income. Kale and Nole (1990) suggest that dividends are used to signal the quality of the firm's cash flows. Aharony et al (1980) shows that managers use cash dividend announcements to signal changes in their expectations about future prospects of the firm. The study by Asquith et al (1983) investigates the impact of dividends on stock holder's wealth by analyzing 168 firms that either pay the first dividend in their corporate history or initiate dividends after a 10-year hiatus. The empirical results exhibit larger positive excess returns. Miller et al (1982) extend the standard finance model of the firm's dividend decisions by allowing the firm's managers to know more than outside investors about the true state of the firm's current earnings. The studies by Bhattacharya (1979) , John and Williams (1985) and Kane, Lee and Marcus (1984) finds that dividends can convey information about the current or future level of earnings. The empirical studies by Watts (1973) , Gonedes (1978) , Penman (1983) , Kumar (1988) indicates that dividends are not good predictors of the firm's future earnings.
Dividends can be used in reducing the agency problem between managers and stockholders. Jensen and Meckling (1976) define the concept of agency costs and investigate the nature of agency costs generated by the existence of debt and equity. In his seminal paper, Jensen points that payment of dividends reduces the discretionary funds which are available to managers and helps to reduce the agency conflict which exist between managers and stockholders. Crutchley (1989) suggest that equity agency costs can be reduced by increasing dividends. The work r by Easterbrook (1984) examines whether dividends are a method of aligning managers' interest with those of investors and offers agency cost explanations of dividends. Jensen et al (1992) finds that high insider ownership firms choose lower levels of both debt and dividends. Their results suggest that the effects of profitability, growth and investment spending on debt and dividend policy support a modified "pecking order" hypothesis.
The studies by Linter (1956) , Baker et al (1985) , Fama and Babiak (1968) , Laub (1976) finds that firms prefer a certain degree of stability in dividend payments. Titman and Wessels (1988) suggest that firms having more collateralizable assets have fewer agency problems between bondholders and stockholders as these assets serve as collateral against borrowing. Therefore, a positive relationship is expected between the ratio of net plant to total assets and dividend payout.
Benito and Young (2001) find that liquidity and dividend payment behavior of a company have a direct relationship. Deshmukh (2005) examine the effect of asymmetric information on dividend policy in light of an alternative explanation based on the pecking order theory. The study finds that dividends are inversely related to the level of asymmetric information. This finding is consistent with the pecking order theory, but inconsistent with the signaling theory.
The study by Denis et al (2008) using sample countries over the period 1994-2002 finds that in countries like US, Canada, UK, France and Japan, the propensity to pay dividends is higher among larger more profitable firms and for those which retained earnings comprise a large fraction of total equity. The study supports agency cost based life cycle theories and cast doubt on signaling, clientele and catering explanations for dividend. The empirical paper by Kuo et al (2013) study the determinants of dividend payout policy and examine the role of liquidity, risk and catering in explaining the propensity to pay. The results indicate that risk play a major role in firms' dividend policy. The study further points that liquidity is an important determinant of dividend payout policy in developed markets of US and Europe. The study by Louis et al (2015) find that the effect of conservatism on dividend payout is more negative when agency conflicts between managers and shareholders are potentially more pronounced.
DATA AND METHODOLOGY
The data for this study is collected from Thomson Reuter's website for the companies from GCC. There were 646 companies with some companies there were some missing information. The study used stochastic multiple regression imputation algorithm for missing data. The values for the variables are the average values during the period 2010-2015.
In most of the management research variables of importance are often latent and a proxy is used with a single variable. This fails to capture the real effect of the construct on the dependent variable. The structural equation modeling (SEM) procedure is often useful to address this issue by including all the reflective indicators to represent a meaningful construct. There are two types of SEMs popularly used in management research, namely, covariancebased structural equation modeling (CB-SEM) and partial least squares structural equations modeling (PLS-SEM). Recently, there has been an increased use of PLS-SEM rather than CB-SEM due to both theoretical and methodological reasons . This study uses PLS-SEM using WrapPLS software which handles nonlinear relationships effectively.
PLS-SEM estimates latent variables through composites, which are exact linear combinations of the indicators assigned to the latent variables (Knock, 2014). PLS method focuses on maximizing the explained variance of the endogenous latent variables instead of reproducing the theoretical covariance matrix.
In this study we have twin objectives of developing a model that explains the path of dividend policy and its relationships with different important variables in GCC countries. PLS-SEM is used for this study for model development and prediction of theories as suggested by .
The model used in this study is reflective in nature and the path diagram of the model is presented in figure-1 . 
EMPIRICAL ANALYSIS AND RESULTS
For the initial assessment of the model all the indicators representing latent variables mentioned in the list of variables are used. The loadings of all the indicators are used in the model for scale purification. Any indicator which has less than 0.5 loading is dropped from the model. This exercise of scale purification is essential as only highly correlated indicators can qualify to explain latent variables. There are quite a few indicators loadings turned out to be below 0.5 and hence not included in the main model. After dropping the indicators with less loading the model is re-estimated once again. The indicators combined loading and cross loading is presented in Appendix-3. Desirable P value for loadings should be <0.05 and in our model all the loadings qualifies this criterion.
After scale purification the model is estimated again for reliability and validity of the construct used in the measurement model. This study employs the reflective measurement scale as the indicators are highly correlated and interchangeable. Indicators of reflective measurement model should be assessed for its reliability and validity in order to achieve consistency (Hair et 
Construct Validity
The estimated strength of these relationships in the model between the latent variables can only be meaningfully interpreted if construct validity was established (Peter and Churchill 1986) . In order to test construct validity, the convergent and discriminant validity is used.
Convergent validity is measured using the average variance extracted (AVE) which the grand mean value of the squared loadings of all indicators associated with the construct. Each construct should account for at least 50 per cent of the assigned indicators' variance. As can be seen from the table-2 that all the latent variables have AVE values more than 0.5 except reinvestment. For latent variable reinvestment the value is 0.49 which it is very close to the cutoff point so this variable is retained.
Discriminant validity ensures that a construct measure is empirically unique and represents phenomena of interest that other measures in a structural equation model do not capture (Hair et al. 2010 ). Discriminant Validity is established if a latent variable accounts for more variance in its associated indicator variables than it shares with other constructs in the same model ( Fornell and Larcker 1981) . The Fornell Larcker criterion suggests that the square root of AVE must be greater than the correlation of the construct with all other constructs in the structural model. Table-3 shows the correlations among latent variables with square root of average variance extracted by each latent variable. It can be seen that each latent variable AVEs is higher than the correlation of the latent variables indicating discriminant validity of the latent variables.
Another popular approach for establishing discriminant validity at the item level is by the assessment of cross-loadings. According to Gefen and Straub (2005) , discriminant validity is established if each measurement item correlates weakly with all other constructs except for the one to which it is theoretically associated. In Appendix-3 the result of cross loading is presented and can be seen that each measurement items correlates weakly with all other constructs.
After establishing reliability and validity of the latent variables, the model is ready for interpretation and analysis of path coefficient and assessment of the model fit and quality indices.
Results of the measurement model (outer model) of PLS-SEM
Path coefficient of the measurement model is estimated using various schemes to ensure robustness of the relationship. Stable method relies directly on the application of exponential smoothing formulas and yields estimates of the actual standard errors that are consistent with those obtained via bootstrapping, in many cases yielding more precise estimates of the actual standard errors (Kock, 2014) .
Bootstrapping creates number of resamples, in this case 500, replacement where each resample contains a random arrangement of the rows of the original dataset, where some rows may be repeated. On the other hand, Blindfolding employs, a resampling algorithm that creates a number of resamples by a method whereby each resample has a certain number of rows replaced with the means of the respective columns. The results for both linear and nonlinear models turned out to be similar in signs and values of the coefficients as shown in Table- 5. The goodness of fit and quality indices is also very similar as shown in Table- 6. All the estimated models were estimated using PLS regression with 500 resample used. The results of path coefficients and its corresponding P-value is presented in table-5.
The results suggest that large firms in GCC tends to have larger retained cash flows and tend to have higher dividend intensity. In path coefficient analysis results, size is positively related to latent variable of reinvestment with coefficient of 0.224 (linear model) and 0.214(nonlinear model). The above results are statistically significant at all levels. The relationship between growth and investment intensity was weak with no statistical significance. This may be true in case of GCC companies because investment intensity does not depend on growth rate of earnings or assets of the company. The path coefficient for management efficiency was positively related to profitability with statistical significance. Higher management efficiency leads to higher profitability. Liquid firms tend have lower profitability. The path coefficient results suggest that higher the liquidity of firms, higher is the propensity to pay dividends. The latent construct of liquidity is positively related to dividend intensity with statistical significance at all levels. Profitable firms tend to pay more dividends. The latent construct of capital intensity is negatively related to dividend intensity. Thus firms with high level of capital investments tend to pay lower dividends. But the results are not statistically significant. Companies with higher market valuations tend to pay more dividends. The results suggest that the signaling latent construct was positively related to dividend intensity. Signaling explains dividend policy but at 5% level of significance Thus high market valuations signal the dividend paying capacity of firms. Growth turned out to be not significant in nonlinear models but significant in linear model at 5% level of significance. The relationship is negative which indicates that growth negatively affects dividend policy. Hence it can be implied that high growth firms tend to pay less dividends. It can be implied that high growth firms have enough investment opportunities so that funds would be required to carry out future investment activities. Higher leverage results in higher risk. Risk variable is negatively related to the dividend policy variable with statistical significance at 5% for the linear model.
Model fit and quality indices of the measurement model is reported in Table-6 . It indicates that all the indicators are within the acceptance range and significant. Tenenhaus goodness of fit is 0.342 which indicates that 34% of the variation is explained by the measurement model and considered to be medium fit. This ensures that the results are reliable and can be used for model building. The model fit for both linear and non-linear models are similar in values indicating there is not much difference in linear and non-linear models. 
CONCLUSION AND IMPLICATION
The study examines the major financial determinants of the dividend policy of firms in GCC region based on a sample of 646 companies. The values of the financial variables were based on average values during the period 2010-2015. The study finds that large firms in GCC tends to have higher retained cash flows and higher dividend payout intensity. Usually the portion of earnings which are not paid to investors is ideally used for investment purposes to provide for future earnings growth. It can be interpreted that higher the size of the firm, greater is its propensity to retain cash flows as well as payout dividends for the investors. Perhaps GCC based firms adopt a balanced and cautious approach regarding future growth opportunities as well as the dividend payout policy. According to residual theory of dividends, firms tend to reinvest earnings back into the firm rather than paying dividends. Firms tend to retain funds for future capital expenditures by means of reducing dividend payments. Firms with high growth rates tend to have higher investment requirements. Higher the liquidity and profitability signals higher dividend intensity. GCC firms which are liquid and profitable tend to pay more dividends. GCC firms with higher market valuation tend to pay more dividends. Firms with high growth rates of earnings and assets tend to pay less dividends. Firms with high leverage are riskier and risky firms tend to pay less dividends.
FUTURE DIRECTION
Future studies can focus on the role of an optimal mix of cash flow retention and dividend policy of firms in the GCC region. 
Appendix 1. List of variables and its definitions

